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Issue of Black Money 

1) Introduction 

 “Black money”—the colloquial name for a vast network of off-the-book cash transactions and 
unbanked savings—is one of India’s biggest scourges. 

 Amounting to as much as $460 billion a year, bigger than the GDP of Argentina, all that money lies 
beyond the reach of the tax authorities, creditors and anti-corruption investigators. 

  Illegal activities, non-compliance with taxation requirements, complex procedural regulations, and 
globalization along with weak institutional implementation structures have further augmented the 
black money economy.  

2) Generating Black money 

 Erosion of a nation’s tax base due to the accounting tricks of Multinational Enterprises (MNEs) and 
the abusive shifting out of profits to low-tax jurisdictions  

 According to the report on illicit financial flows (IFFs) $510 billion of black money flowed out of 
India from 2004 to 2013 which was more than the FDI received 

 Under-invoiced inventories 

a) Sometimes the amount of inventory is under-invoiced so as to keep extra amount to sale in the 
black market 

 Informal sector activities 

a) Cash transactions, large un-banked and under-banked areas contribute to the large cash 
economy in India. 

 Illegal holding of precious metals, gem and jewellery 

a) The purchase allows the buyer the option of converting black money into gold and bullion 

b) It gives the trader the option of keeping his unaccounted wealth in the form of stock, not 
disclosed 

 Flight of capital for investments abroad 

a) Black money is used to fund investments abroad as people try to hide their incomes and put it 
in foreign banks which are situated in the tax haven countries 

 External trade and transfer pricing 

a) Transfer profit/income to no tax or low tax jurisdictions by MNCs.  
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b) Developing countries may be losing over US$160billion of tax revenues a year, primarily 
through transfer 
pricing strategies 

 Real estate  

a) Real estate transactions in the form of stamp duty and capital gains tax can create incentives for 
tax evasion through under-reporting of transaction price. 

 Public procurement 

a) The Competition Commission of India had estimated total public procurement figure for India at 
around 10 to 11 lakh crore per year and provides ample scope of corruption due to rigged 
procurement process 

 Non-profit organizations 

a) Taxation laws allow certain privileges and incentives for promoting charitable activities which 
are misused and manipulated 

b)  Highlighted by FATF as well. Used to park funds of corrupt politicians and businessmen. 

3)  How it is detrimental to economic health? 

 There is a distortion in investment in economy. With black money the investment is made in high 
end and luxury goods. 

 Huge loss of taxes amounting to billions 

 Black money leads to further corruption by creating a vicious cycle. 

 Investments that must have been made in the country giving the necessary boost to economy are 
invested elsewhere. 

 Quality is compromised in public sector projects where black money is used to manipulate tenders 
and offer kickbacks 

 High prices of real estate especially in big cities are due to deep pockets filled with black money. 

 Black money dilutes RBI policies targeting inflation 

 Forward trading of goods by cash rich speculators cause fluctuation in prices due to hoarding 

 National security is threatened because black money is used to finance criminal activities.  

 Black money generated from drugs and smuggling is being used to operate terror networks. 

4) Measures taken by the Government to Curb Black Money  

 Constitution of the Special Investigation Team (SIT) on Black Money 
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 Enactment of - The Black Money (Undisclosed Foreign Income and Assets) and Imposition of Tax 
Act, 2015 to specifically deal with the issue of black money stashed away abroad 

 Introduction of the Benami Transactions (Prohibition) Amendment Bill, 2015 to enable confiscation 
of Benami property and provide for prosecution 

 Proactively engaging with foreign governments with a view to facilitate and enhance the exchange 
of information under Double Taxation Avoidance Agreements (DTAAs) 

 According high priority to the cases involving black money stashed away abroad for investigation 
and other follow-up actions including prosecutions in appropriate cases 

 Having information sharing arrangement with USA under its Foreign Account Tax Compliance Act 
(FATCA) 

 Whenever the cases involving remittance of black money abroad or illegal remittance of money 
abroad are detected, appropriate action is taken by relevant law enforcement agencies such as IT 
Department, ED, CB etc 

 The Income Declaration Scheme, 2016 which is like a one-time amnesty-like compliance window for 
citizens to declare their undisclosed income.  

 India remains one of the strong advocates and early adopters of automatic exchange of information 
standards as well as moving towards base erosion and profit shifting (BEPS) to plug gaps allowing 
tax evasion and avoidance. 

 Strict KYC norms in P-notes and stringent regulations. 

  “Unified payment interface” that was rolled out, which made it easier for Indian consumers to use 
their mobile phones to transfer money to each other. 

 Amendment of Double taxation avoidance treaty with Mauritius and Singapore to tax capital gains 
at source 

 The Real Estate (Regulation and Development) Act, 2016 would force builders to declare actual 
valuation of properties and prevent people from hoarding or cash transactions 

5) International efforts 

 Our Prime minister at the G-20 Summit in Hangzhou underlined that fighting corruption and black 
money was central to effective financial governance. 

 Countries under the aegis of the OECD are adopting automatic exchange of information standards 
as well as moving towards BEPS norms to curb black money and check tax evasion 

 Curbing tax evasion to boost public finance is part of the United Nations’ Sustainable Development 
Goals (SDGs) 

 FATF - To develop mechanisms through multilateral cooperation to prevent Terror Financing 
through Black money  
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  INTERPOL - To collaborate with domestic law enforcement agencies (ED, CBDT etc) to take suitable 
actions to prevent financing of organised crimes through black money  

 Adopting Major Conventions against Corruption & Tax evasion - UN Convention against Corruption 

 G-20 & OCED - Adopting AEOI (Automatic Exchange of Information from 2017) & BEPS norms to 
share information on tax evasion & avoidance 

6) Need for further Reforms 

 We need to act to eliminate safe havens for economic offenders, track down and unconditionally 
extradite money launderers 

 Break down the web of complex international regulations and excessive banking secrecy that hide 
the corrupt and their deeds 

  For strengthening of the global financial safety net, “We need a regular dialogue between the IMF, 
Regional Financial Arrangements and Bilateral Swap Arrangements. 

 Multi-pronged strategy, including joining the global crusade against black money 

 Creating an appropriate legislative framework and setting up institutions for dealing with illicit 
money 

  Developing systems for implementation, and imparting skills for effective action 

 Elections are one of the biggest channels to utilize the black money. Appropriate reforms to reduce 
money power in elections and make electoral funding transparent 

 Curb the misuse by the wealthy of tax-free income sops for farmers, and encourage cashless 
transactions. Belgium, for example, has the highest proportion of cashless transactions in the world 

 Amending international taxation and investment laws to prevent practices like round tripping  

  Indentify supply lines of organised crime like drug smuggling, human trafficking which run parallel 
to black money hoarding 

7) Conclusion 

 Thus, a holistic and all round attack from within and outside the country is the need of the hour.  

  India should quickly take up appropriate reforms at home that will aid in curbing the black money 
generation  

  Use of bilateral and multilateral mechanisms to deal with round tripping and stashing of money 
outside the country 

 
 


